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Ideas from leading experts in financial planning

Calculating Client Solvency Before Transferring Assets
From Their Estate
by Vernon K. Jacobs CPA, FLMI, and j. ben vernazza cpa, pfs
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Practice Pointer: Helping Clients to
Personalize the Details of Their
Estate Plans
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VEBAs & 419 Welfare Benefit Plans:
Buyer Beware!
Lance Wallach, CLU, ChFC, CIMC,
of Plainview, New York, cautions
planners about IRS scrutiny of Vol
untary Employees Beneficiary Asso
ciations (VEBAs) and IRC Section
419 Welfare Benefit Plans. He docu
ments the IRS rationale and cites the
traps planners need to avoid.
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Putting Investment Management
into the Financial Planning Picture

Mackey M. McNeill, CPA/PFS,
founded Mackey McNeill Mohr,
PSC, in a small office in the base
ment of her home in 1983. Now her
firm is one of the 20 largest in the
Greater Cincinnati area (Offices are
in Fort Wright, Kentucky and Cincin
nati). In recent years, her firm has
added investment management to its
services. In an interview with Plan
ner, McNeill explains why she added
the service, how she made the transi
tion, and how she markets it to
clients.
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AICPA Provides Tools To Members
Offering Investment Advisory
Services

AICPA CKRS
Harborside Financial Center
201 Plaza Three
Jersey City, New Jersey 07311-3881

Vernon K. Jacobs, CPA, FMLI, and j. ben
vennazza, cpa, pfs advise planners to cal
culate clients’ solvency before helping
them to transfer assets out of their estate.
They explain how to do it.
state planning, asset protection
planning and some family income
tax planning methods usually
involve the transfer of ownership of vari
ous assets to other family members or
entities by gift. If you want to be sure that
the transfers will protect a client’s assets
from the claims of creditors, then you
need be sure that the client is solvent at
the time the transfers are made.
When significant assets are being
transferred to family members, irrevoca
ble trusts or family limited partnerships
and asset protection is a concern, you
should insist that you do a solvency
analysis.
If clients make transfers that render
them insolvent, then the courts may give
their creditors the right to recover any
property from the transferee when a lack
of fair value is given in exchange for the
property.
Many articles about estate planning
and asset protection warn legal and finan
cial advisers that they could be held
accountable for helping a client to
unknowingly commit a fraud against the
client’s creditors.

Critical Importance of Solvency
Analysis
If a creditor can prove that there was
actual intent to hinder, delay or defraud
the creditor, then that is a fraudulent con
veyance, even if the taxpayer is solvent.

However, the courts also look for a lack
of adequate consideration and any one of
the following three elements:
1. Insolvency
2. Unreasonably small capital
3. An intent to incur debts that could
not be paid.
Any one of these elements without
consideration is a fraudulent transfer.
We will discuss the insolvency issue in
this article.
Continued on page 2

TRENDWATCH
Do your professional clients have ade
quate disability insurance? Planners
can generate financial planning engage
ments to determine if their professional
clients have the coverage they need, said
Lee Slavutin of Stern Slavutin-2, New
York, at a recent LINC conference. Most
professionals have disability insurance to
provide income if they become sick and
cannot work. Slavutin recommended that
planners team up with a disability insur
ance specialist, and then talk first with
their top ten professional income earners,
focusing on cash flow, income and
expenses and thoroughly reviewing exist
ing policies. Many group and association
policies, says Slavutin, may pay only for
total, not partial disability.
“Gaps In Disability Insurance,” Prac
tical Accountant, September 1999, page
24.

Continued on page 2
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TRENDWATCH
(continued from page 1)

In the past year, 58% of defined con
tribution plans added investment
options. Most of the funds added were
small and mid-cap, international-global
equity index, and S&P 500 index,
according to a survey by Morgan Stan
ley Dean Witter. Other findings
include:
■ Cost and fees are the prime cri
teria in selecting a plan recordkeeper
(88%).
■ Participant education is a prima
ry objective for the next three to five
years for 90% of plan sponsors.
For a free summary of survey find
ings, contact Mary Jane Bobyock at
800-762-1155.
"The 1999 Survey of the 401(k)
Marketplace,” Pension Benefits, Sep
tember 1999, page 10.

Your firm is four times as likely to have
a malpractice claim filed against it if it
has entered a new practice area that
accounts for 15% or more of business.
This assertion is based on research by
Camico Mutual Insurance, Redwood
City, California. Two of the riskiest areas
are financial services, which insurers
consider a “potential minefield” and
estate planning, which is “especially
sticky.” The insurers advise practitioners
to learn as much as possible, partner with
a firm already offering the service, or
bring an expert into the firm. Many insur
ers cover financial services, but practi
tioners should be aware that some won’t
cover CPAs who take referral fees or
commissions and that some have a bro
ker/dealer exclusion. A CPA who is a reg
istered representative of a broker/dealer
usually can purchase insurance coverage
from the broker/dealer. CPA firms that
don’t provide third-party supervision
need to make that clear to clients. Insur
ers also advise them to document the
referrals they make. Document client
conversations about estate planning too.
Melissa Klein, “New Services
Could Turn Out to Be Risky Business,”
Accounting
Today,
September
27-October 10, 1999, page 9.
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Client Solvency
Continued from page 1
A Solvency Analysis Checklist
How do these diverse rules apply to
the process of computing solvency?
The following is a suggested checklist
for analyzing solvency. Always make
the calculation with guidance from a
qualified lawyer in the state of the
client’s residence.
1. List all assets and debts as of a
date as near as possible to the date of a
transfer by gift.
2. Adjust the value of the assets
based on either fair market value in
UFTA (Uniform Fraudulent Transfers
Act) states or liquidation value in
UFCA (Uniform Fraudulent Con
veyance Act) states. Here are some of
the ways to determine value for differ
ent personal assets.
■ Cash is valued at face value.
■ Listed securities are valued at
the quoted price on an auction market.
■ The value of investment partner
ships could be based on secondary
market quotes or on what the partner
ship would offer to repurchase the
interest. If there is no market for the
interests, the value is zero.
■ Valuable art, antiques, jewels or
collectibles might require an appraisal
if the amount is significant (the simple
approach is just to value these items at
zero when the appraisal cost would be
prohibitive compared with the value of
these assets).
■ The value of uncollected install
ment notes is based on the discounted
present value of the future payments
unless state law exempts such pay
ments as an annuity.
■ Residential real estate needs to
be appraised or based on a very conser
vative estimate. If the home equity is
protected by homestead laws or by ten
ancy by the entireties, the value is zero
or is reduced by the homestead exempt
amount.
■ Investment real estate needs to
be appraised. However, a conservative
value based on estimates by real estate
agents might be adequate for this pur
pose.
■ Life insurance cash values and
cash values in a deferred annuity are

valued at the amount available to the
transferor for a liquidation of the con
tract. However, in those states where
such values are exempt from the claims
of creditors, the value is zero.
■ Funds in a qualified retirement
plan are valued at zero if they are not
available to satisfy the claims of credi
tors (ERISA in all states; IRA depends
upon state law).
■ A closely held business is the
most difficult asset to value. When a
large amount is being transferred, an
appraisal is required if only to establish
the value for gift tax and estate tax pur
poses. Any discounts for lack of mar
ketability or minority interests should
be taken off in the solvency analysis. In
the UFCA states, the value is based on
the liquidation value of the assets with
out any value associated with a going
concern.
■ In all but three states (Georgia,
Louisiana and New York), a partner’s
interest in specific partnership property
is fully exempt from the claims of cred
itors. Thus, if the partnership interest is
not transferable, it should be valued at
zero for solvency purposes.
■ Property held in trust is included
if the trust is revocable and creditors
can reach the assets. Otherwise, those
assets would have a zero value for sol
vency purposes.
■ If the income interest from a
charitable trust or annuity will be avail
able to creditors, then the present (dis
counted) value of the annuity payments
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are included as an asset in a solvency
analysis. When the trust allows for the
deferral of any payments, the conserva
tive approach is to value those future
payments at zero.
■ When the debtor made a transfer
in exchange for an annuity payment,
the discounted present value of the
expected future payments is included as
an asset so long as the annuity pay
ments are not exempt by state law. In
most cases, the value of future pay
ments from an intra-family private
annuity is excluded because of the rela
tionship to the transferor.
■ Any assets held in any entity that
can’t be reached by creditors has no
value for a solvency analysis. This
includes amounts that are held in Swiss
annuities or life insurance contracts or
in an overseas trust or even in a closely
held corporation over which the trans
feror has no power or control.
■ Assets exempt under state law
are excluded, based on the amount of
the exemption permitted by the applic
able state. These include, but are not
limited to, state and local retirement
plans, burial plots, apparel, furniture
and appliances, tools and autos used in
business or work, liquor permits, a per
sonal motor vehicle and wedding or
engagement rings.
■ When the transferor is a joint
owner with the right of survivorship,
the value of all assets is included even
though the joint ownership applies to
the assets of a spouse, parent, child or
other relative. To the extent that any
creditor can take the assets, they are
part of the estate for solvency purposes.
■ Any assets that have been given
away within the statute of limitations
under the state fraudulent conveyance
law can be recovered and should be
listed as an asset.
■ When assets have been transferred
to others and the transferor has retained
1The creditor-oriented UFCA results in a total
that is inflated when compared with the UFTA
and the Bankruptcy Code. Under the UFCA,
existing debts include “all claims whether
matured or unmatured, liquidated or unliquidat
ed, absolute, fixed or contingent. Guarantees and
other contingent liabilities are generally taken
into account at their face value.” Under the
UFCA, loan guarantees are apparently treated as
debts based on the amount that the transferor
might have to pay.
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any use or possession of the property, the
value of the asset is included.
■ When potential claims arising
from liability to others are pending, the
amount of any liability insurance avail
able to pay any part of those claims can
be treated as an asset or deducted from
the amount of the claim.
■ When the client is planning to
transfer assets for estate planning or
asset protection planning purposes, the
value of the assets is deducted. This
would include any planned conversions
of non-exempt assets (for example, list
ed securities) into exempt assets (for
example, partnership interests).

3. The amount of any debts and con
tingent obligations should then be list
ed and totaled. Valuation can be diffi
cult in determining whether any contin
gent obligations need to be included
and how much to include.1
4. If an early payment of an install
ment obligation would result in a dis
count, it would seem appropriate to
include only the discounted value of the
obligation. Where taxes are due, any
penalties and interest that may be due
should be included as a debt.
5. When a claim that has not reached
the point where a judgment has been
Continued on page 4

A Sample Solvency Analysis
Although you may think that a client couldn’t possibly be insolvent, an insol
vency analysis might result in a huge surprise. Assume, for example, clients
have $3 million in assets and only $1 million in current debts. They are think
ing of putting $1 million of their net worth in an estate and asset protection
plan that will include a domestic trust, some gifts between spouses and some
gifts to their children.
When you gather the data for a solvency analysis, you find out they have
$500,000 of contingent liabilities on some loan guarantees that they made for
their son. If your clients live in Texas or Florida, their homestead is exempt
from the claims of creditors for a residence. Their home equity amounts to
$250,000. In addition, their pension fund assets of $750,000 are exempt.
Another $500,000 of their assets is in a partnership, which is exempt under the
laws of most states.
An Insolvency Analysis Illustration (Texas)

Property Type
Home equity
Pension assets
Partnership equity
Other assets

Total assets
Actual debts
Contingent debts

Total debts
Net worth

Traditional Method

Solvency Method

$250,000
750,000
500.000
1,500,000

none
none
none
$1,500,000

$3,000,000
1,000,000

$1,500,000
1,000,000

none

500,000

$1,000,000

$1,500,000

$2,000,000

none

In this simplified example, any assets transferred to family members or irrev
ocable trusts without consideration could be treated as a fraudulent conveyance
by the courts and would be subject to recovery by the courts within the applic
able statute of limitations. (Statute time periods vary from state to state.)
Even if they make transfers to an overseas trust, it might be more difficult
for the creditors to get to that money, but, because they were insolvent, the
courts might not be willing to grant them any relief in a bankruptcy hearing.
The claim would then be hanging over their head for many years to come.
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Client Solvency
Continued from page 3
obtained is a potential asset, the most
conservative approach is to estimate
the amount that might be due (Insur
ance coverage also should be added as
an asset under step 2). Seeking legal
counsel’s opinion of the probability of
successful litigation by the plaintiff
and the amount of a potential award
might be the only way to get a number
to use in the solvency analysis.
The total of the adjusted value of
the assets less the adjusted total value
of debts determines whether the client
is solvent with respect to the claims of
any creditors. If, based on this kind of
analysis, assets exceed debts, then the
estate asset protection planning trans
fers should be safe from future claims
by creditors. ♦

Solvency Tests and Jurisdictions
Solvency tests vary from jurisdiction
to jurisdiction. Under jurisdictions
subject to the Uniform Fraudulent
Conveyance Act (UFCA), the tests
employed usually more often result
in a finding of insolvency because it
is a creditor-oriented law under
which assets are narrowly defined
and liabilities are broadly defined.
The UFCA is currently law in
seven states: Delaware, Maryland,
Massachusetts, Michigan, New
York, Tennessee and Wyoming.
Compared with the UFCA,
computation of assets under the
Uniform Fraudulent Transfer Act
(UFTA) and the Bankruptcy Code
favors the debtor more. The UFTA
is currently law in 31 states:
Alabama, Arizona, Arkansas, Cali
fornia, Colorado, Connecticut,
Florida, Hawaii, Idaho, Illinois,
Maine, Minnesota, Missouri,
Montana, Nebraska, Nevada, New
Hampshire, New Jersey, New
Mexico, North Dakota, Ohio,
Oklahoma, Oregon, Pennsylvania,
Rhode Island, South Dakota,
Texas, Utah, Washington, West
Virginia, and Wisconsin.
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Practice Pointer: Helping Clients to Personalize the
Details of Their Estate Plans
typical estate plan has a wealth of detailed instructions for those the dece
dent leaves behind. In many instances, the details may seem cold and imper
sonal and may not convey the decedent’s intent to protect the interests of the
survivors. Edward McDonough has developed a solution for this problem. McDo
nough, a Salt Lake City attorney, helps estate-planning clients draft a letter explain
ing the estate plan to survivors. For example, recently he drafted a letter for a cou
ple to give their adult children, explaining that their new estate plan had a living
trust, living wills, health-care proxies, durable powers of attorney and ‘pour-over”
wills.
In simple language, the letter described the estate planning documents (what they
were and what they did), and the powers and duties the children would have if they
had to use the health-care decision proxies or the powers of attorney. Then it
explained what the children would have to do in settling the trust after their parents
died.
The couple personalized the draft of the letter, addressing one version to each
child. In each letter, they expressed their love and affection and explained that the
estate plan was set up to ensure things were done the way the parents wanted them
done. At the same time, the plan would save children the work and trouble of pro
bate while avoiding every tax and other expense possible.
The letter pointed out where the estate planning and other important papers were
kept and described the parents’ funeral service and burial preferences.
Planners can adapt this technique for their clients. It can help survivors under
stand their roles in executing estate plans and provide assurance that their interests
are being well served. For planners, it provides a marketing opportunity: By edu
cating the survivors about their role as planners, they provide another generation a
sample of the benefits that can be gained from their financial planning expertise. ♦

A

Free Preconference Workshop on Asset Protection at
PFP Technical Conference in January
Planners can earn two free hours of CPE at a workshop session on the
many legal domestic and foreign techniques for protecting clients’ assets from
being taken by future judgment creditors. The workshop is scheduled for Sun
day, January 9, 2000 from 10:30 a.m. to 12:15 p.m. at the Sheraton New
Orleans. Entitled “What You Can Do to Insulate Your Clients From the Liti
gation Epidemic!” the workshop precedes the PFP Technical Conference
scheduled for January 9-12 at the same location.
Presenting the conference are two financial planners who are experts on
asset protection. Vernon K. Jacobs, CPA, FMLI, has written more than 1,000
articles about taxes, financial planning, and asset protection. The other pre
senter, j. ben vernazza, cpa, pfs, is an investment adviser, specializing in inter
national tax planning for the last 25 years and is the founder of the Overseas
Overnight Group LLC (www.oversightgroup.com) in the Isle of Man. (He
and Vern Jordan are authors of “Calculating Client Solvency Before Trans
ferring Assets From Their Estates” on page 1.)
In addition to two hours of CPE, participants will receive a free disk on the
subject of asset protection. The disk includes more than 300 pages of infor
mation including checklists and two years of newsletters published by Mr.
Jacobs’ company, Research Press: the Jacobs Report on Asset Protection
Strategies and the Offshore Journal.
For information call 888-777-7077 or fax 800-870-6611.
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VEBAs & 419 Welfare Benefit Plans: Buyer Beware!
by Lance Wallach, CLU, ChFC,
CIMC
re you playing Audit Roulette
with the IRS? Consider the fol
lowing notice direct from the
IRS:
“I have been assigned the above
named taxpayer’s case for Appeals con
sideration of the disputed issue regard
ing the deduction for the welfare bene
fit plan contributions.
“The plan in question ... is one of
several similar type plans currently
coordinated by the IRS as part of its
Industry Specialization Program at the
national level. The plans have been
reviewed by the IRS Industry Specialist
and Industry Counsel, as well as by the
Brooklyn District Counsel office, which
would be handling any Newark cases in
any potential Tax Court litigation.
“Notwithstanding the decision
reached in the Booth case [Booth v.
Commissioner of Internal Revenue,
108 TC No. 25] involving the Prime
Trust, it is still the litigating position of
the IRS that the deduction in question is
not allowable for the following alterna
tive reasons . . . .”

A

IRS Scrutiny
Will your clients receive a similar
letter because of their so-called
“VEBA” contributions? Their plans
may in fact be IRC Section 419 or Wel
fare Benefit Plans, or “non-VEBAs” as
I call them, and they are on the IRS
radar screen. Consider the following
excerpts from the CPE Exempt Organi
zation Technical Instruction program
for IRS personnel in FY 1999:
“A VEBA cannot provide deferred
compensation, so there have been
attempts to disguise it.
“Certain entrepreneurs have under
taken to market insurance products to
employers and employees at large claim
ing these products to be ERISA covered
plans. For instance, persons whose pri
mary interest is profiting from the provi
sion of administrative services are estab
lishing insurance companies and related
enterprises. The entrepreneur will then
argue that his enterprise is an ERISA
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benefit plan, which is protected under
ERISA’s preemption provision from
state regulation. We are concerned with
this type of development, but on the
basis of the facts provided us, we are of
the opinion that these programs are not
‘employee benefit plans’ as defined in
Section 3(3). As described to us, these
plans are established and maintained by
entrepreneurs for the purpose of market
ing insurance products or services to
others. They are not established or main
tained by the appropriate parties to con
fer ERISA jurisdiction, nor is the pur
pose for their establishment or mainte
nance appropriate to meet the jurisdic
tional prerequisites of the Act. They are
no more ERISA plans than is any other
insurance policy sold to an employee
benefit plan. (H.R. Rep. No. 1785, 94th
Cong., 2d Sess 48 ... .)
“In view of the many exceptions
within IRC 501(c)(9) and IRC 419 that
apply to collectively bargained plans,
it’s not surprising to discover creative
practitioners attempting to use these
rules to their clients’ advantage . . .
Such creativity usually falls into one of
two categories: creation of a sham
union, or use of a pre-existing union.
“More recently, ventures wishing to
market insurance products in the guise
of a VEBA have joined with pre-exist
ing labor unions to create entities based
on purported ‘collective bargaining
agreements.’ In these cases, the union
may have bona fide collective bargain
ing agreements with some employers,
yet also be engaged in sham transac
tions as described below. The motiva
tions of these unions are not entirely
clear, but are probably financial.”
This problem is becoming so large
that changes were proposed in the
Administration Revenue Proposal to
limit deductions and change the way
most of these plans operate.
Why such a fuss? VEBAs and IRC
419 Welfare Benefit Plans provide huge
tax deductions to business owners and
professions with no vesting for employ
ees. Large amounts of life insurance are
purchased with pre-tax dollars, and,
with some planning, there is a good
possibility that the death proceeds will

bypass both income and estate taxes.
Some of the more ludicrous plans are
marketed as being tax deductible going
in, with the capability of borrowing the
money out later without paying taxes.
In the last few years I have spoken at
hundreds of accounting, medical, insur
ance and financial planning confer
ences, and I have written more than
fifty articles on the subject. Huge inter
est is building for these plans, and the
IRS is paying attention to this interest.

Other Traps to Avoid
Planners also need to be aware that,
if the sponsor or promoter of the pro
gram does not have a letter of determi
nation addressed to him, he or she does
not have a VEBA. Many plans being
marketed as VEBAs provide VEBAlike benefits but in fact are not VEBAs.
Another caution concerns geography
and industry. The VEBA can only cover a
certain geographic territory and a specific
industry. Consider, for example, a pro
moter of medical VEBAs in California
who is allowing doctors in New Jersey
into his plan. You would not be able to
obtain information about whether such a
plan complies with regulations just
through the letter of determination. You
would need to review the plan docu
ments. Business owners have been denied
the promised deductions for such plans.
Insurance companies and agents
heavily promoted some of these plans
such as the STEP plan (a non-VEBA).
They are now in tax court.
If you want to help your clients get
large tax deductions with VEBAs, make
sure that the promoter has numerous
letters of determination, follows VEBA
rules, and doesn’t promise ridiculous
benefits.

Note: Lance Wallach, CLU, ChFC,
CIMC, of Plainview, New York, speaks
and writes extensively about how accoun
tants can gain new clients by using
VEBAs. He has spoken on the subject at
more than 70 conferences and has written
more than 100 articles for national publi
cations. For complimentary copies of his
technical articles on the subject, call 516935-7346 or fax 516-938-6330. ♦
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Putting Investment Management into the Financial Planning Picture
An Interview with Mackey M. McNeill, CPA, PFS, Mackey McNeil Mohr PSC, Ft. Wayne, Kentucky
Let’s start by describing the
structure and services of your firm.
We have two main divisions. Our
wealth management division includes
investment management, financial
planning, and, income tax preparation
services. Our other area is shared ser
vices. We provide controllers, book
keepers and CFOs to our small business
clients, basically on a permanent place
ment part-time basis. We started with
the shared services. When I started this
firm 16 years ago in northern Kentucky,
five miles south of Cincinnati, every
other firm was a second generation
firm. Since I didn’t grow up here, I had
no connections. I had to be willing to
do things differently to build a business,
so I went in to gain market share.
As the firm grew, we did a lot of tra
ditional accounting. We still do compi
lation and review in our shared ser
vices area. When we started the wealth
management group, we decided to get
out of the audit business. We sold our
audit practice almost three years ago.
Each of the two areas accounts for
roughly half of our business. We have
about fifteen people, including twelve
professionals. I am the only owner.
Mohr Financial Services, our second
company, is our registered investment
adviser. I have a Series 65 license, which
in Kentucky is sufficient with a PFS.

How would you describe your client
base?
Our clients have similar issues in
that they have built or are building
substantial wealth. Virtually all of
them are closely held businesses and
high net worth individuals.
When we start working with a
client, most likely they’re billing
between $1 million and $10 million.
One local client company was in that
range, but now they’re grossing $70
million. We’ve found that by that time,
they’ve outgrown their bookkeeper or
their smaller CPA firm. They’re ready
for a larger firm, but not a Big Five
firm. So it’s a good place for us to pick
up with them and form a relationship.
Generally that relationship continues.
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We have about 300 clients. At one
point, we had about 500 clients. And
of course, if you’re going to have
fewer clients, you’re going to have to
stay closer to them. We are very rela
tionship oriented so we want to be pro
viding multiple solutions for our
clients.
We try not to have any single ser
vice clients. We continue to cull our
client base. We’ve actually raised our
fees or have asked clients with no
potential for other services to find
another CPA firm. We began to look at
other ways of working for fewer peo
ple and generating a larger revenue
amount per client.

What do you do to keep these
relationships strong?
One thing we do is use contact cus
tomer relationship management (CRM)
software. We use Commence, which is
an off-the-shelf product. On top of that
we’ve built something that’s very cus
tomized for CPAs. We call it Hi Touch.
At my desktop, I can pull up a
client’s file. That’s one of the ways we
stay close to clients. I can see every
contact the client has had with the
firm. I can also screen people by fre
quency of contact, and I can put in a
contact reminder. It’s a lot like a con
tact system. What’s different about it is
that it also has time and billing infor
mation and a due date system.
For our investment management
clients, it indicates how much is under
management and how many accounts
they have. Basically all the informa
tion you could want about that person
is there: their birthday, information
about their family, their attorney, their
accountant, who they’ve referred to us,
and who we’ve referred to them.
I set aside two days a week as client
contact days. If I don’t have appoint
ments with clients on those days, I will
screen through to see who I haven’t
talked with recently. Then I’ll just call
them and say, “How are you doing?
What’s going on?’’ and I can say, “I see
last week that you got your personal
property tax return” or whatever hap

pened at the firm. Of course, it always
makes them feel good that I know
everything that's happening relative to
our firm even though I wasn’t directly
involved in it. I find that for the most
part so many clients have unmet needs.
When you call to talk with them,
they’ll usually say what those needs
are and then you’ll get some more
work.

When did you begin to do invest
ment advising?
We opened our first account a little
more than three years ago. I had a
client with a very large trust fund. A
bank was managing the investment.
She had accumulated about $500,000
of personal money. She kept asking me
to refer her to someone. We were
doing planning for a fee, but I would
always refer clients to someone else to
do the investment piece. Even though I
referred her to the best people, she
kept coming back to me, saying, “I
really don’t like these people. Would
you just handle this for me?”
At the same time, I met Chas. P.
Smith & Associates through a study
club of CPAs doing planning. Chas. P.
Smith is a CPA/PFS and has a CPA
Alliance program through which they
partner with other CPAs to provide
investment management services. I
went through their program but had not
taken the plunge. It was a hard decision.
Anytime you want to deliver something
you want to make sure that you can do
a very good job and, of course, if you’re
choosing a partner, you want to check
that partner carefully to ensure that
their principles and values are aligned
with yours. I felt that they were, but it’s
hard to know until you’ve actually
worked together.
My client kept saying “Would you
take care of this?” So finally, I just
said, “Look. I’ve been toying with the
idea of doing this. We’ll try it out and
see how it works—with a CPA part
ner.” So we formalized our relation
ship with Chas P. Smith and opened
her account. Before long, we began to
manage one of her two other trusts.
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We then began to talk with other
clients.
I have to thank that client for point
ing out to me that when you have a trust
relationship it’s hard to go somewhere
else. When I referred a client to some
one, I would tell the broker specifically
what the client needed, but it wasn’t
always what that person got. It was
frustrating to have done the planning
and see the investment piece fall apart
because the client was sold an inappro
priate investment.

Who else do you have alliances with?
Just with Chas P. Smith. We’ve
reconsidered adding a second manager
recently, but decided not to. We found
that Chas. P. Smith is open-minded if
we want something changed. There’s
many advantages to working with
another CPA firm because of how they
think and their understanding of the tax
implications and so on.

What would you warn other people
who are thinking of going into
investment advising to be careful
about?
I had to learn to appreciate how dif
ferent what we do is. When we tell
people that we do investment manage
ment and planning, we know they can
go get fee-based planning somewhere
else. There isn’t any other place in
metropolitan Cincinnati that I’m aware
of that pulls the whole planning and
investment
management
picture
together for clients in the way we do it.
I talked with a client this morning
about their estate plan, their retirement
plan, a charitable remainder trust, and
their investments. All those pieces fit
together. You can’t do just an estate
plan because often that involves gift
ing and if you gift too many assets
away then the client won’t have
enough. So that involves their retire
ment plan, and of course, their taxes
are a huge piece of that because they
affect how much they have to spend
every year. So who has the global pic
ture? It isn’t the bank, the brokerage
company, or the insurance company. A
very natural place for it to be is the
CPA firm. And I certainly hope more
CPAs will get involved in this area.
So many people have said to me, “I

PFP DIVISION

don’t believe you’re doing this because
there is so much competition.” And I’ve
told them it’s really just the opposite.
When you finally realize how different
what we do really is, there isn’t any
competition.

What kind of fee arrangement do
you have?
Investment management fees are
⅟2% of assets under management and
that includes the fee of the manager—
Chas P. Smith. The total annual fee is
1⅟2% paid quarterly computed on an
annual basis on the first $3 million. It
goes down after $3 million, and then
again at $5 million. For planning, we
charge just a per-hour rate and general
ly we can give the client some idea of
the total fee before we get started,
depending on what they want to do.

I’m sure that you continue get solici
tations for other alliances. What are
some of the features you look for?

Some firms that align with CPA
firms will give you a referral fee, but
won’t allow you to discuss with clients
what is sold to them. That doesn’t
appeal to me at all because I want to be
very much a part of a client’s financial
resources. Other firms we’ve consid
ered in the last three years offer essen
tially some sort of mutual fund or
generic asset allocation approach. I
don’t see how they add value, quite
frankly. And then you have the compo
nent of having your money in a mutual
fund that’s very difficult to control.
I believe that individually managed
portfolios are superior, especially in
after-tax environments. So that’s one of
the things Chas P. Smith offers and he
has done very well. I can customize the
portfolio to my client, and if the client
has a special need—even when it’s
something that’s not traditional—he’ll
accommodate it.
Continued on page 8

AICPA Provides Tools To Members Offering
Investment Advisory Services
he AICPA has launched the Center for Investment Advisory Services.
The purpose of the Center is to help AICPA members expand their
financial planning practices to include providing investment advice.
The Center will offer tools, training, resources and relationships that will
assist members in building an investment advisory practice, whether they are
at the beginning stage of this exciting service line or are already experienced
providers of these services.
The Center will start by offering:
■ Training to help members prepare for securities licensing exams.
■ Tools, products and services to facilitate registration as an investment
advisor and to assist in compliance with governing regulations.
■ Courses to develop a working knowledge of investment policy, the
asset allocation process, performance measurement and evaluation, and
account manager search and selection.
■ Software for asset allocation, mutual funds research and other activities.
Most of this material was developed by strategic partners, who are experts
in their fields. By forging such relationships, the AICPA was able to arrange
extremely competitive and attractive pricing.
Negotiations are under way to add many additional services including port
folio management software, custody and clearing services, marketing tools
and other support services to enable members to plan and implement invest
ment strategies without having to become affiliated with a broker/dealer.
For more information about the Center and services currently available,
visit our Web site at http://investmentadvisory.aicpa.org. ♦
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Putting Investment Management into the Financial Planning Picture
Continued from page 7
They also offer technical support,
which helps us deal with planning
issues we haven’t seen before. There’s
also back room support.

How did you develop your prac
tice? In addition to managing client
contacts, what marketing strategies
do you use to promote services?
Starting up investment advising is
like starting a train going down a track
at dead zero: It’s a lot of work to gain
momentum. People have to begin to
think about you as an alternative, and
they probably haven’t thought of you as
being in this area at all. So it’s taken
probably longer than I expected.
If I were to do it over again, I would
have some earlier direct mail and more
frequent advertising in a business pub
lication. We took the word-of-mouth
approach by just talking to people, but

there are only so many people that you
can talk to during the day.
We do a seminar twice a month.
When we first started out, we’d only
have one or two people. Now we have
five to eight people even though we’re
mailing to the same group of people we
were mailing to when we got only one
or two. I get calls from people who
know me in the community now. They
call me specifically.
We always got investment planning
work from clients who came to us for
tax work. We cross sold them to some
thing else.
We send birthday cards to all clients,
we send Thanksgiving gifts every year
to our top 20 clients as well as our
referral sources because we grow our
business by referrals.
We track our referrals—who we
refer and who refers to us. Some

times we’ve sent out reminder cards
saying “We haven’t gotten your
referral yet.” So I’ll get a call saying
“Oh I haven’t done it yet, but I’ll get
you someone.”
For developing clients in the invest
ment management area, I’ve found a
couple of good resources: current
clients, of course, but attorneys as
well—estate attorneys and divorce
attorneys because they’re often work
ing with people who are getting
divorced. The wife may never have
handled any money, and suddenly she’s
going to have $2 million. The attorneys
are obviously concerned about who
they’re going to refer—their integrity
and how the client will relate to them.
From a networking standpoint, those
people are a very good source of refer
rals for us in that area.
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